s 

353.69 

W20SBP 

2007 


Strategic  Business  Plan 


July  /,  2006  throuffjune  30, 2007 


fApNTANA_ 

STATEFUND 


iTirr^'WfNTS  COLLECTION 

AOQ  a  5  2006 

MONTANA  STATE  LtSRARY 

1818  C.  Sth  AVE 
HELENA.  MONTANA  59620 


)ur  Mission: 
\ontana's  insurance 
irrier  of  choice  and 
)dustry  leader  in  service 


Montana  State  Ub-afy 


3  0864  1003  9332  4 


MONTANA       ▼ 
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STATEFUND  ^^^  DOCUMENTS  COLLECTION 

AtiG  2  S  2QQfi 

MONTANA  STAI£  LirfKARY, 
The  fiscal  year  2007  (FY07)  budget  provides  the  funding  that  enables  Montana  Stat^^ji^lJJRjy^J^^fcA^^iuie 
our  vital  role  in  the  Montana  workers'  compensation  industry,  implement  our  business  plan  initiatives,  and 
efficiently  manage  business  operations.  Policyholder  premiums  and  investment  income  are  the  only  sources  of 
revenue  that  fund  our  operating  expenses  and  provide  indemnity  and  medical  payments  to  injured  employees. 

REVENUE 

For  FY07  we  are  projecting  net  earned  premium  of  $214.4  million.  This  estimate  projects  29,775  policies 
written  in  FY07.   MSF  estimates  FY07  investment  income  to  be  $35.5  million.  This  is  based  on  net  return  on 
invested  assets  of  5.09%.  The  following  table  displays  the  revenue,  net  earned  premium  and  investment  income 
budgeted  for  FY07  and  the  current  projection  for  fiscal  year  end  2006. 


Revenue  Type 

FY07  Budget  Estimate 

FYE06  Projection 

Net  Earned  Premium 

$214,368 

$211,888 

Investment  Income 

$35,500 

$31,640 

Total  Revenue 

$249,868 

$243,528 

EXPENDITURES 

The  total  budget  request  for  FY07  is  $199  million.  The  FY07  budget  is  separated  into  five  primary  expenditure 
categories  based  on  statutory  accounting  guidelines  and  is  displayed  with  comparative  expenditures  from  the 
5/31/06  projection  of  FYE06  expenditures. 

Categories  FY07  Budget                                FYE06  Projection 

MSF  -  Benefits  and  Claim  Expenditures  $135,773,935  $114,346,249 

Old  Fund  -  Benefits  and  Claim  Expenditures  $11,936,942  $11,323,667 

Allocated  Loss  Adjustment  Expenditures  $4,050,157  $2,785,811 

Unallocated  Loss  Adjustment  Expenditures  $15,571,894  $15,723,096 

Underwriting  Expenditures  $32,004,927  $29,870,918 

Total  Expenditures  $199,337,855  $174,049,741 

Benefits  and  Claim  Expenditures 

The  FY07  total  MSF  budget  includes  funding  for  $147.7  million  in  estimated  benefit  payments  to  injured  employees. 
Benefit  payments  comprise  74.1%  of  the  total  FY07  MSF  budget.  In  comparison,  FY06  benefit  payments  are 
anticipated  to  comprise  72.2%  of  FY06  projected  expenditures. 

In  May  of  FY06,  MSF  completed  implementation  of  our  new  claim  management  system.  Claim  Center,  a  medical 
bill  payment  process,  and  a  medical  bill  audit  function.  These  systems  will  enable  MSF  to  manage  claims  with 
increased  efficiency  and  enhance  cost-containment  practices. 

FY07  benefit  payments  are  separated  by  New  Fund  and  Old  Fund  and  compared  to  the  FY06  projection. 

Benefit  Payments  (GOG's) 


FYG7  Budget 

FYEG6  Projection 

$  Change  FYG7 
from  FYG6  Proj. 

%  Change  FYG7 
from  FYG6  Proj. 

New  Fund 

$135,774 

$114,346 

$21 ,428 

18.73% 

Old  Fund 

$11,937 

$11,324 

$613 

5.41  °o 

Total 

$147,711 

$125,670 

$22,041 

17.53% 

4> 
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Allocated  Loss  Adjustment  Expense  (ALAE) 

ALAE  are  costs  directly  associated  with  managing  the  cost  of  a  specific  claim,  i.e.,  an  independent  medical 
examination  to  analyze  a  prescribed  treatment  of  an  injured  employee.   MSF  has  budgeted  $4,050,157  to  the 
New  Fund  and  the  Old  Fund  for  ALAE  as  follows: 

•  New  Fund -$3,731 ,526 

•  Old  Fund -$318,631 

ALAE  is  expected  to  increase  by  $1 .2  million  or  43.4%  from  the  FY06  projection  of  $2.8  million.  The  primary 
increase  in  this  expense  is  associated  with  the  new  medical  invoice  processing  system. 

In  the  third  quarter  of  FY06,  MSF  began  the  new  medical  invoice  processing  system  and  in  May  the  new  process 
was  fully  implemented.  The  benefits  of  using  a  vendor  to  process  medical  invoices  will  include:  integration  with 
the  Claim  Center,  as  well  as  additional  services  of  medical  bill  review,  enhanced  nurse  review,  bill  payment,  bill 
review  management  reports  and  Explanation  of  Benefits  (EOB)  generation.  MSF  expects  the  services  provided 
by  the  vendor  will  generate  approximately  2%  cost  savings  on  medical  benefit  payments. 

MSF  Staffing 

MSF  will  have  296.50  FTE  for  FY07.  This  equates  to  301  positions,  nine  of  these  positions  as  half-FTE  positions. 
The  FY06  FTE  level  is  293.50  FTE.  For  FY07  MSF  is  requesting  a  net  of  3.00  FTE  for  new  positions.  This 
includes  10.00  FTE  for  new  positions  and  is  offset  by  the  elimination  of  7.00  FTE.  The  FY07  FTE  increase 
equates  to  a  1%  increase  in  FTE  from  FY06. 

FY07  budgeted  net  earned  premium  is  increasing  $2.48  million  or  1 .2%  from  the  FY06  projected  net  earned 
premium.  The  increase  in  net  earned  premium  from  FY04  through  the  FY07  estimate  is  expected  to  be  over 
50%.  The  increase  in  net  earned  premium  going  back  to  FY02  is  130%.  In  addition,  the  number  of  reported 
claims  is  increasing.  These  increases  indicate  an  increasing  workload  resulting  in  increases  in  staffing. 


Net  Earned  Premium 

%  Increase 
from  Prior  FYE 

Number  of 
Reported  Claims 

%  Increase 
from  Prior  FYE 

FY07  Budget 

$214,367,873 

1 .2% 

15,869 

3.33% 

FYE06  Projected 

$211,887,872 

11.9% 

15,357 

6.27% 

FYE05 

$189,378,858 

35.9% 

14,451 

3.01% 

FYE04 

$139,360,612 

18.3% 

14,029 

0.72% 

FYE03 

$117,776,580 

26.7% 

13,929 

15.31% 

FYE02 

$92,971 ,868 

12,080 

FTE  increase  from  267.50  for  FY04  to  296,50  in  FY07.  This  is  a  10.8%  increase  in  FTE  over  four  years.  The  fol- 
lowing table  reflects  MSF  staffing  by  department  for  the  FY07  budget,  the  FY06  Projection,  FY05  and  FY04. 


Department 

MSF  Staffing  (FTE) 
FY07  Budget       FYE06  Projection 

FYE05 

FYE04 

Corporate  Support 

36.00 

35.00 

37.00 

38.00 

Executive  Offices 

5.00 

5.00 

7.00 

6.50 

General  Counsel 

3.00 

3.00 

3.25 

«— «      3.25 

Human  Resources* 

5.00 

5.00 

0.00 

0.00 

Information  Technology 

51.00 

51.00 

47.50 

38.00 

Operations 

145.00 

137.00 

132.00 

127.00 

Operations  Support 

51.50 

57.50 

57.75 

54.75 

MSF  Total 

296.50 

293.50 

284.50 

267.50 

*Human  Resources  were  under  the  Executive  Offices  in  FY04  and  FY05. 
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Personal  Services 

To  support  the  necessary  staff  of  296.50  FTE,  MSF  budgeted  funds  of  $19.4  million  for  the  FY07  personal  services. 
This  budget  is  comprised  of: 

•  Regular  salaries,  differential  pay,  and  overtime/comp  time  -  $14,484,694 

•  Merit  base  salary  adjustments  -  $430,050 

•  Personal  leave  program  payouts  -  $50,866 

•  Employee  taxes  and  benefits  -  $4,444,727 

No  employee  incentive  payments,  executive  incentives,  or  salary  adjustments  to  the  President's  compensation 
have  been  included  in  the  FY07  budget. 

Operating  Expenses 

The  total  budgeted  operating  expenses  are  $25.3  million,  which  includes  funds  for: 

OPERATING  EXPENSES 


Category 

FY07  Budget 

FYE06  Projection 

Variance  $ 

Variance  % 

Other  Services         '    -^mg 

1       $20,102,651 

$17,796,159 

$2,306,492 

12.96% 

Supplies  &  Materials 

$635,145 

$1,112,917 

$(477,772) 

(42.92%) 

Communications      ■■■■ 

■■1  $1,262,81 9    1 

HP        $1,212,229 

$50,590 

4.17% 

Travel 

$308,626 

$223,347 

$85,279 

38.18% 

Kent     ^^_iBH^iHH 

fe $329,094    _ 

.•RciTQ  Q04       _ 

„^^  $(50,830)       . 

..(13.37%) 

Utilities 

$116,234 

$119,503 

$(3,269) 

(2.81%) 

Repairs  &  Maintenance 

$1,152,842 

$1 ,054,940 

$97,902 

9.28% 

Other  Expenses 

$1,396,580 

$1,364,083 

$32,497 

2.38% 

Total  Operating  Expenses 

$25,303,990 

$23,263,102 

$2,040,888 

8.77% 

Other  Services 

■Commissions:  $14,949,123  -This  is  an  increase  of  $1.8  million  over  the  FY06  projection  of  $13  million. 
This  includes  base,  incentive  and  Other  States  Coverage  commissions.  Commissions  are  the  largest 
operating  expense  for  MSF  and  are  directly  and  proportionately  related  to  premiums  paid.  The  payment 
of  commissions  increases  our  service  and  distribution  capabilities  with  our  agent  partners.  In  FY07  we 
are  expecting  $235.2  million  in  gross  earned  premiums.  The  commission  budget  is  6.35%  of  estimated 
gross  earned  premium. 

•Consulting  and  Professional  Services:  $3,347,896  -  The  following  areas  of  Consulting  and 
Professional  Services  comprise  $2.8  million  or  84%  of  the  budget  for  this  expense  item.  There  is  budget 
for  $523,718  for  various  other  projects  using  consulting  services. 


Consulting  and  Professional  Services 


FY07  Budget 
$844,112 

$711,397 


$535,662 

S250.000 
$200,000 

5163,800 
$119,225 


Department 

Operations 


Information  Technology 


Operations" 


Corporate  Support 
Executive  Offices  and  Old  Fund 
Executive  Offices 
Operations  Support 


Item  /  Description 

National  Council  on  Compensation  Insurance  (NCCI) 
Membership  Fee  Agreement  and  transaction  based  charges 
Projects:  IT  strategic  planning;  IT  audits;  IT  architectural 
plan;  annual  change  request;  data  center  design;  MBPS 
Phase  1 ;  and,  policyholder  system  support. 
Others  States  Coverage  Fronting  Fees,  Letters  of  Credit, 
and  loss  adjustment  expense  ^ 

General  Ledger  Initiative  and  Claim  Center  Upgrade 
Independent  Actuary 
Building  Project 
1  External  Audit  of  Pharmacy  Benefit  Manager 
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•  Policyholder  Audits:  $690,000  -  this  is  an  increase  of  $80,502  or  13.2%  from  the  FY06  projection. 
MSF  audits  specific  governing  class  codes  to  maximize  return  on  audit  investment  where  there  is 
the  possibility  of  under-reported  payroll.  All  teams  will  focus  on  increasing  audits  of  certain 
industries,  i.e.,  construction,  logging,  and  mining. 

•  Consultants  -Training:  $276,000  -  this  is  an  increase  of  $134,947  or  96%  from  the  FY06 
projection.  The  budget  will  enable  MSF  to  bring  trainers  on-site  and  provide  for  a  larger  number  of 
employees  to  participate  in  the  training  rather  than  sending  a  limited  number  of  employees  to 
external  locations  to  receive  training.  The  more  significant  items  are  for:  Websphere,  J2EE  Web, 
XML  Programming,  Data  Warehouse,  General  Ledger,  Oracle  lOg,  and  Claim  Center. 

•  Computer  and  Network  Services  provided  by  the  Department  of  Administration:  $424,148  - 
this  is  a  decrease  of  $92,938  or  18%  from  the  FY06  projection  and  is  driven  by  decreased  use  of 
State  systems  and  associated  network  fees.  These  expenses  are  paid  to  the  Department  of 
Administration  for  information  technology  services. 

•  Insurance  and  Bonds:  $273,157  -  this  is  a  minor  decrease  from  the  FY06  payment  of  $275,958. 
All  MSF  insurance  is  provided  through  the  State  Division  of  Risk  Management  and  Tort  Claims. 

Supplies  and  Materials 

•  $635,145  -  this  is  a  decrease  of  $477,772  or  42.9%  from  the  FY06  projection.  The  budget  is  for 
computer  replacements,  workstations,  office  supplies,  reference  materials,  gasoline,  and  minor  software. 

Communications 

•  Advertising  (excluding  recruitment  advertising):  $515,212  -  this  is  an  increase  of  $19,126  or  3.9% 
from  the  FY06  projection.  This  will  provide  funding  for  all  advertising  campaigns  to  occur  in  FY07: 
media  placement,  newspapers,  billboards,  brochures  and  inserts,  web  design,  direct  mail,  and 
opportunity  marketing. 

•  Communications  (excluding  all  advertising):  $676,687  -  this  is  a  minor  decrease  from  the  FY06 
projection  of  $634,959.  This  expense  covers  postage,  cell  phones,  phone  equipment,  long  distance 
and  "800"  line  services. 


Travel 


Rent 


$308,626  -  this  is  an  increase  of  $85,279  or  38.2%  from  the  FY06  projection.  MSF  staff  will  be 
attending  increased  levels  of  training  at  off-site  locations  to  gain  expertise  in  operating  new  systems, 
i.e..  Claim  Center  and  PeopleSoft.  Staff,  including  the  Safety  Management  Consultants  and 
Premium  Auditors,  will  be  increasing  visits  to  policyholders  in  FY07  to  provide  services.  This  also 
includes  travel  by  safety  management,  claim  examiners,  and  underwriters  to  customers. 

$329,094  -  this  is  a  decrease  of  $50,830  or  13.4%  from  the  FY06  projection.  The  primary  factor 
driving  this  decrease  is  MSF  is  now  renting  one  space  in  the  Arcade  Building  in  Helena  for  the  entire 
IT  staff.   MSF  was  previously  renting  two  spaces  in  another  building  and  will  save  $60,000  with  this 
change.  This  budget  includes  parking  expenses,  photocopier  leases,  and  rent  for  the  MSF  Annex 
and  field  office  locations. 
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Repairs  and  Maintenance 

•  $1,152,842  -  this  is  an  increase  of  $97,902  or  9.3%  from  tfie  FY06  projection.  The  bulk  of  this 
expense  is  due  to  maintenance  agreements  in  IT  ($904,773)  for  hardware  such  as  servers,  routers 
and  associated  peripherals,  and  application  software.  Facilities  has  a  significant  budget  for 
maintenance  agreements  ($190,435)  for  janitorial  services,  heating,  air  conditioning  and  ventilation 
(HVAC),  snow  removal  and  other  items. 

Other  Expenses 

•  Taxes  and  Assessments:  $413,057  -  is  a  decrease  of  $17,971  or  4.2%  from  the  FY06  projection. 
This  budget  is  comprised  of  three  pieces:  Old  Fund  Assessments,  Other  States  Coverage  (OSC) 
premium  taxes,  and  property  assessments  on  the  Peg  Condon  Building. 

/Old  Fund  Administrative  Assessment  and  Subsequent  Injury  Fund  Assessment  -  $181 ,170 
-  this  is  a  decrease  of  $16,806  or  8.5%  from  the  FY06  payment  of  $197,976.  These  are 
regulatory  assessments  from  the  Department  of  Labor  and  Industry  as  provided  in  law. 

/OSC  Premium  Taxes  -  $228,267  -  this  is  a  decrease  of  $1 ,552  or  less  than  1%  from  the 
FY06  projection.  The  budget  is  based  on  rates  charged  by  the  OSC  vendor. 

/Property  Assessment  on  Peg  Condon  Building  -  $3,620. 

•  Education  and  Training:  $243,651  -  this  is  a  decrease  of  $102,783  or  29.7%  from  the  FY06 
projection.  MSF  maintains  a  philosophy  to  provide  training  to  employees  in  necessary  aspects  of 
the  business  to  ensure  corporate  success.  Training  is  necessary  to  ensure  MSF  employees  are 
knowledgeable  in  best  practices  associated  with  claim  management,  safety  management  and 
underwriting  of  risk. 

•  Recruitment  Expenses:  $293,047  -  this  is  an  increase  of  $91,042  or  45.1%  from  the  FY06 
projection.  Recruitment  expenses  comprise  the  following  accounts: 

Employment  Ads  (Out-of-State)  -  $37,584 
Employment  Ads  (In-State)  -  $33,336 
Relocation  (Taxable)  -  $17,765 
Recruiting  (Non-Advertising)  -  $1,610 
Job  Candidate  Expense  -  $142,376 
Relocation  (Non-Taxable)  -  $60,376 

•  Charitable  Contributions  /  Scholarships:  $72,575  -  this  is  a  decrease  of  $20,478  or  22%  from 
the  FY06  projection.  Charitable  Contributions  are  budgeted  to  be  $43,875  and  MSF  estimates  14 
scholarships  will  be  awarded  in  FY07  for  a  total  budget  of  $28,700.  Each  scholarship  is  estimated 
to  be  $2,000  with  an  additional  $50  administrative  fee  each. 

Equipment  and  Intangible  Assets 

The  total  FY07  budget  for  equipment  and  intangible  assets  is  $2.9  million.  This  is  a  $379,872  or  11.72% 
decrease  from  the  FY06  projection.  The  budget  includes  funds  for: 

•  Autos  &  Trucks:  $140,400  -  Replacement  vehicles  as  recommended  by  Fleet  Manager.  Vehicles 
being  replaced  have  reached  the  mileage  specified  in  MSF's  Fleet  Management  Policy  as  the 
replacement  threshold.  The  budget  will  replace  seven  vehicles  in  FY07. 
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•  Multi-User  Computers  and  Terminals:  $672,795. 

/  $300,000  -  Hardware  to  support  Data  Warehouse  upgrade; 

/  $80,000  -  Hardware  to  support  Claims  Center  upgrade; 

/  $19,200  -  Storage  Area  Network  (SAN)  capacity  upgrade; 

/  $69,200  -  Additional  tape  drives  for  tape  library; 

/  $71 ,895  -  Replace  ARC  battery  backup  with  UPS; 

/  $59,500  -  Replace  ten  Intel  servers; 

/  $48,000  -Additional  disk  space  for  Storage  Area  Network  (SAN); 

/  $25,000  -  Scanner  redundancy  and  testing  hardware. 

•  Office  Equipment:  $44,400. 

/  $44,400  is  budgeted  for  replacement  of  Insertamax  mailing  machine.  The  postage  meter  on 
this  machine  will  become  obsolete  in  September  2006  and  will  not  be  maintained  by  Pitney 
Bowes.  Also,  the  post  office  will  no  longer  add  postage  to  the  machine. 

•  Multi-User  Software:  $2,004,900. 

/  $1,120,600  -  Business  Intelligence  (Data  Warehouse)  upgrade  -This  upgrade  supports  the 
SBP  Infrastructure  Initiative  and  will  provide  MSF  staff  the  appropriate  working  environment 
and  necessary  technology  to  most  effectively  and  efficiently  serve  their  customers. 

/  $508,300  -  Infrastructure  Upgrade  -  MSF  is  currently  using  MS  Excel  for  our  financial  reporting 
which  is  time  consuming  and  increases  the  potential  for  errors.  Automated  reporting  will  allow 
MSF  more  time  to  analyze  the  financial  data  and  ensure  the  quality  of  the  reporting.  The  new 
general  ledger  package  will  allow  MSF  to  accurately  prepare,  report,  and  analyze  financial 
statements. 

/  $288,000  -  Claims  Center  Upgrade. 

/  $88,000  -  Configuration  Management  Database  software  -  This  will  assist  in  the  ongoing 
maintenance  and  support  of  the  current  infrastructure. 

Costs  not  included  in  the  Proposed  Budget 

The  FY07  budget  includes  all  known  and  expected  costs  for  the  fiscal  year.  The  budget  does  not  include: 

•  Merit  and  management  incentives  plan  adjustments  for  the  President.  This  is  a  separate  Board  action 
to  be  taken  in  October  2006. 

•  Court  decisions  which  may  significantly  and  adversely  impact  MSF  No  such  decisions  are  currently 
anticipated. 

•  Employee  Incentive  Program  (Gain  Sharing)  payments. 

Should  the  Board  take  action  on  these  items,  we  will  include  the  adjustments  in  the  budget  as  appropriate. 

Future  Budgets 

Future  annual  budgets  will  continue  to  reflect  the  initiatives  determined  by  Montana  State  Fund's  management 
team  that  will  be  necessary  to  remain  competitive  in  Montana's  workers'  compensation  market.  MSF  will  continue 
to  develop  efficient  processes  that  will  allow  us  to  provide  the  highest  quality  customer  service  to  our  customers 
and  maintain  fiscally  sound  and  competitive  rates. 
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ossdry  of  terms 


Net  Earned  Premium 

Premium  is  earned  over  the  term  of  the  policy. This 
number  represents  the  proportionate  amount  earned 
(exclusive  of  reinsurance)  within  the  fiscal  year 


Investment  Income 

Investment  returns  (including  realized  capital  gains) 
minus  investment  expenses. 


Net  Operating  Income  (NOI) 

Net  earned  premium  +  net  investment  income  +  other 
income/expense  minus  losses  and  expenses.  If  a 
dividend  is  declared,  it  is  subtracted  from  the  NOI. 


Fiscal  Year  Loss  Ratio 

Accident  Year  incurred  losses  divided  by  net  earned 
premium.  Expressed  as: 


Paid  dollars  +  reserve  amounts  +  any  changes  to 
incurred  losses  in  prior  accident  year  periods 


net  earned  premium 


Expense  Ratio 

Fiscal  year  expenses  divided  by  net  earned  premium. 
A  higher  ratio  indicates  less  operating  efficiency  as 
more  premium  dollars  are  used  for  underwriting 
activities  and  claims  administration.  Expressed  as: 


Underwriting  Income 

Income  resulting  from  insurance  operations.  Net 
earned  premium  minus  losses  and  expenses  incurred. 


Allocated  loss  adjustment  expense  (ALAE)  + 

Unallocated  loss  adjustment  expense  (ULAE)  + 

Acquisition  expense  (commissions  and  incentives)  + 

General  expenses 

Net  earned  premium 


STUNTMAN'S 

JOB  IS  SUPPOSED 

TO  BE  RISKY. 

YOURS  ISNT. 
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From  the  President . . . 


The  adage  that  there  is  no  "I"  in  Team  is  especially  relevant  at  Montana  State  Fund. 
In  fact,  our  entire  business  philosophy  and  vision  are  modeled  on  employees 
working  in  an  environment  of  teamwork,  creativity  and  trust.   Our  strategic 
planning  process  is  no  different. 

To  be  a  winning  team,  you  can't  just  go  out  on  the  field  and  play  ball.   It  takes 
months  of  practice  and  conditioning  to  develop  a  cohesive  game  plan  which 
ultimately  leads  to  victory.  Our  leadership  team  used  this  approach  in  formulating 
our  FY07  Strategic  Business  Plan.  Through  months  of  calculated  planning,  discipline 
and  open,  honest  discussion,  we  have  created  a  strategic  plan  that  is  not  only 
realistic  and  measurable,  but  also  challenges  each  of  our  employees  to  stretch  his/her  talents  and  performance 
level  for  the  benefit  of  our  customers.  Our  initiatives  establish  a  benchmark  that  ensures  Montana  State  Fund 
offers  the  highest  quality  workers'  compensation  insurance  to  Montana  businesses  at  competitive  prices  and 
instills  pride  in  our  staff  members. 


The  priorities  laid  out  in  our  FY07  Strategic  Plan  build  upon  our  consistent,  sustained  performance  of  the  past 
with  an  eye  towards  the  future.  Several  initiatives  retain  continuity  with  prior  year  plans  and  build  upon  our 
long-term  efforts. This  year's  Strategic  Plan  challenges  us  to  enhance  external  and  internal  customer  service  as 
well  as  capitalize  on  our  investment  in  efficient,  cost-effective,  claim  management.   In  addition,  we  will  be 
initiating  improvements  to  our  data  warehouse  to  provide  management  reporting  capability  on  critical 
business  metrics.   In  all,  these  initiatives  will  strengthen  our  organization  and  position  us  to  meet  our  ever- 
changing  business  climate. 

I  am  confident  that  the  financial  targets  that  we  have  set  forth  in  this  plan  are  realistic  and  attainable,  and  will 
provide  winning  results.  We  fully  realize  that  we  must  have  you,  our  stakeholders,  on  our  team  in  order  to 
achieve  our  goals.   My  staff  and  I  look  forward  to  working  with  all  of  you  in  the  coming  year,  and  appreciate 
your  ongoing  support  of  our  organization  as  we  continue  to  provide  unmatched  workers'  compensation 
insurance  for  the  people  of  Montana. 

Sincerely, 


Laurence  Hubbard 

President  and  Chief  Executive  Officer 
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Montana  State  Fund  continues  to  operate  in  a  very  dynamic  and  competitive  environment.  Our  future  success  is  dependent 
upon  our  ability  to  anticipate  changing  market  conditions  and  to  react  in  an  appropriate  manner  We  will  utilize  all  the 
resources  at  our  disposal  to  build  upon  past  successes  to  maintain  a  strong,  viable  and  stable  workers'  compensation  market 
for  Montana  businesses. 

The  strategic  objectives  outlined  in  this  plan  focus  on  those  elements  that  enhance  the  satisfaction  level  of  all  the  customers 
we  serve  and,  at  the  same  time,  allow  us  to  deliver  our  services  in  the  most  efficient  and  cost-effective  manner.  Furthermore, 
we  have  established  specific  financial  targets  that  quantify  the  results  of  our  efforts  in  a  very  tangible  and  meaningful  way.  The 
strategic  priorities  identified  in  our  new  plan  build  upon  the  foundation  we  have  laid  out  in  previous  plans.  We  are  focusing 
on  operational  improvements  that  will  boost  our  efficiency  and  enhance  customer  service,  as  well  as  targeting  specific 
financial  success  measures. Together,  these  initiatives  will  serve  to  strengthen  our  organization,  and  will  position  us  to  meet 
the  challenges  that  lie  ahead. 


Our  Enterprise-Wide  Initiatives  for  FY  2007  are: 

1)  Focus  on  Employee  Satisfaction 

Create  and  nurture  an  environment  where  employees  are  recognized  as  our  most  valuable  asset. 

2)  Focus  on  Customer  Satisfaction 

Address  the  needs,  wants  and  expectations  of  all  customers  by  providing  superior  service  in  every  area  of  our 
organization. 

3)  Establish  Standards  as  "Best  in  the  Industry"  Relative  to  Claim  Handling  and  Resolution 

Improving  claim  handling  will  result  in  better  outcomes  for  employers  and  their  employees  and  help 
to  reduce  costs  system  wide. 

4)  Provide  the  Appropriate  Infrastructure  to  Realize  the  Montana  State  Fund  Vision 

Ensure  that  Montana  State  Fund  employees  have  the  necessary  tools  available  to  do  their  job  efficiently  and  effectively. 
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Strategic  Framework 
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Mission 

Montana  State  Fund  is  Montana's  insurance  carrier 
of  choice  and  industry  leader  in  service. 


Vision 

Montana  State  Fund  is  committed  to  the  health 
and  economic  prosperity  of  Montana  through 
superior  service,  leadership  and  caring 
individuals  working  in  an  environment  of 
teamwork,  creativity  and  trust. 


J 
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Guiding  Principles 

Integrity  and  Ethical  Conduct 

In  the  course  of  providing  superior  service  to  our  policyholders,  their  injured  employees,  and  insurance  producers,  we  will 
conduct  ourselves  ethically  and  with  the  highest  degree  of  integrity. 

Customer  Focus 

Enhance  and  maintain  a  partnership  with  stakeholders  in  the  true  spirit  of  cooperation  and  collaboration.  Enter  into  strategic 
partnerships  where  and  when  they  provide  value  added  to  the  service  and  products  we  offer  our  customers. 

Strong  Financial  Position 

Set  adequate  rate  levels  to  maintain  financial  strength  and  stability,  ensuring  long-term  viability  and  financial  solvency. 

Offer  Quality  and  Competitive  Insurance  Products 

Deliver  high-quality  products  to  Montana  businesses  at  the  lowest  possible  cost  consistent  with  sound  insurance  principles. 
Foster  and  support  a  competitive  insurance  market  in  Montana.  MSF  functions  like  a  private  insurer,  offering  a  competitively 
priced  product  based  upon  actuarially  sound  rates  while  still  fulfilling  our  role  as  the  guaranteed  market. 

Employee  Growth  and  Development 

Provide  a  performance-driven  culture  within  a  continually  improving  work  atmosphere  that  is  conducive  to  the  personal  and 
professional  growth  and  development  of  our  employees.   Promote  a  customer-focused,  team-oriented,  high-performance 
environment  that  empowers,  challenges,  rewards  and  satisfies  our  employees. 
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Strategic  FrameworklKey  Success  Measures 


FY  2007  Key  Success  Measures 

Key  Success  Measures  are  the  goals/objectives  established  for  fiscal  year  2007.  They  represent  S-M-A-R-T  goals  in  that  they 
are  Specific,  Measurable,  Attainable,  Realistic  and  Timely. 

The  following  objectives  represent  the  corporate  level  success  measures  that  v^ill  allow  us  to  gauge  our  financial  and  strategic 
progress.  We  have  incorporated  five  financial  measures  and  one  multi-faceted  qualitative  measure  that  define  success  for 
Montana  State  Fund. 


I)  Achieve  targeted  FY  Net  Operating  Income  before  dividend  of  $12.8  million 


2)  Achieve  total  Net  Earned  Premium  of  $214.4  million 


3)  Achieve  Fiscal  Year  Loss  Ratio  of  87.6% 


4)  Maintain  Expense  Ratio  of  25.8%  or  less 


5)  Achieve  Investment  Income  of  $35.5  million 


6)  Achieve  Enterprise-Wide  Initiatives 
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Enterprise-wide  initiatives  are  a  critical  element  for  the  continued  and  sustained  success  of  Montana  State  Fund.  They  are 
supported  by  a  number  of  multi-functional  efforts  (most  often  initiative-based)  comprised  of  key  performance  indicators  that 
are  measurable,  ensuring  the  accomplishment  of  our  stated  goals/objectives. 


1)  Focus  on  Employee  Satisfaction  „ 

Assemble  a  singularly  focused  group  of  individuals  that  embody  the  Montana  State  Fund  Vision/Mission.  Through  their 
dedication  and  by  their  efforts,  they  v^ill  challenge  themselves  and  their  colleagues  to  be  the  best,  personally  and 
professionally,  and  be  recognized  and  rewarded  for  doing  so. 

Key  Performance  Indicators/Functional  Support 

Career  Development 

Employee  Opinion  Survey  Follow-Up 

Succession  Planning 

Training 

2)  Focus  on  Customer  Satisfaction 

Listen  to  our  customers  and  understand  their  needs.   By  fulfilling  these  needs,  transform  our  customer  base  from  users  of 
our  products  and  services  into  advocates  for  Montana  State  Fund,  thereby,  solidifying  our  position  as  insurance  carrier 
of  choice  for  Montana  businesses. 

Key  Performance  Indicators/Functional  Support 

Customer  Focus  Recognition/Reward 

Customer  Service  Training 

YoungWorkers  Safety  Awareness  Program  (safetyrocks.us) 

3)  Establish  Standards  as  "Best  in  the  Industry"  Relative  to  Claim  Handling  and  Resolution 

Apply  a  compartmentalized,  multi-disciplined  approach  to  the  claim  resolution  process,  allowing  for  an  unbiased,  fact-based 
appraisal  of  our  current  state  capabilities  and  performance,  identifying  areas  for  improvement. 

Key  Performance  Indicators/Functional  Support 

Claim  Center  Upgrade 
Legal  I  Legislative  Involvement 
Performance  Metrics 
Training 
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Enterprise-Wide  Initiatives 


4)  Provide  the  Appropriate  Infrastructure  to  Realize  the  Montana  State  Fund  Vision 

Provide  the  appropriate  v^orking  environment  and  the  necessary  technology  and  tools  that  will  allow  the  ennployees  of 
Montana  State  Fund  to  service  their  customers  effectively  and  efficiendy 

Key  Performance  Indicators/Functional  Support 

Administrative  Support  Systems 
Business  Intelligence 
Physical  Plant 
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rganizationa 


The  state  of  Montana  originally  established  the  predecessor  to  Montana  State  Fund  (MSF)  in  1915  to  function  as  a 
competitive  workers'  compensation  insurance  carrier  Since  then,  MSF  has  operated  under  a  number  of  different  forms,  with 
its  current  structure  resulting  from  legislative  actions  taken  in  1990.  At  that  time,  the  legislature  separated  the  workers' 
compensation  regulatory  function  (originally  established  in  the  Montana  Department  of  Labor  and  Industry)  from  the  day-to- 
day insurance  operations  responsibilities  (which  were  vested  in  a  separate,  new  entity  known  as  Montana  State  Fund).  A 
seven  member  Board  of  Directors,  appointed  by  the  Governor,  governs  the  operations  of  Montana  State  Fund.  The  Board  is 
also  responsible  for  appointing  the  President/CEO. 

Montana  State  Fund  is  a  self-sufficient,  not  for  profit,  workers'  compensation  insurance  carrier  Our  statutory  purpose  is  to 
act  as  a  competitive  insurance  carrier,  providing  an  available  market,  and,  thereby,  guaranteeing  coverage  to  all  employers  in 
Montana.  We  receive  no  taxpayer  or  general  fund  money,  operating  solely  on  the  premium  dollars  paid  by  the  insured 
employers  and  the  net  proceeds  from  our  investments.  We  function  like  a  private  insurance  carrier  in  a  competitive 
marketplace  and,  as  provided  by  law,  perform  all  the  functions  and  exercise  all  the  powers  of  a  private  insurance  carrier  that 
are  necessary,  appropriate,  or  convenient  for  the  administration  of  the  Montana  State  Fund. 

MSF  has  undergone  a  number  of  changes  since  our  creation  in  1990.  We  have  transitioned  from  a  traditional  organizational 
structure  to  one  that  is  more  adapted  to  the  demands  of  the  information  age.  A  comprehensive  corporate  re-design  in  2000 
enhanced  our  operational  flexibility  with  the  addition  of  multi-functional  teams  that  are  aligned  with  specific  groups  of 
employers.  This  change  resulted  in  a  "flatter"  organization,  increasing  employee  empowerment,  allowing  us  to  work  more 
closely  with  our  policyholders  and  their  injured  employees.  We  continue  to  strive  to  improve  efficiencies  in  all  operational 
areas  and  have  made  a  major  investment  in  our  safety  management  services,  working  diligendy  with  Montana  employers  in 
developing  accident  prevention  programs.  As  our  state's  economic  structure  continues  to  evolve,  we  stand  ready  to  continue 
filling  our  critical  role  as  the  guaranteed  workers'  compensation  market  for  all  Montana  employers. 
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Financial  Projections 


PROJECTED  RESULTS  OF  OPERATIONS 
MONTANA  STATE  FUND 

Statutory  Basis  ($000) 


Operating  Statement 

Premium  Income 
Investment  Income 
Other  Income 
Total  Losses  &  Expenses 
Policyholder  Dividend 
Net  Income 


Actual 
2005 

Estimate 
2006 

Plan 
2007 

Proj( 
2008 

action 

2009 

$189,379 

$2 1  1 ,888 

$214,400 

$223,359 

$234,119 

29,125 

3  1 ,640 
(2,218) 

35,500 

40,172 

45,301 

(298) 

(2.353) 

(2,451) 

(2,569) 

194,370 

222,978 

234,696 

239,375 

247,434 

5,004 

5.000 

TBD 

TBD 

TBD 

$18,832 


$13,332 


$12,851 


$21,705 


$29,417 


TRD  -  Future  dividends  to  be  determined  by  Board  of  Directors 


Premium  to  Surplus  Ratio  (X:!)* 
Loss  Reserve  to  Surplus  Ratio  (X:  I  )* 
FY  Combined  Ratio  (Loss+LAE+U/W) 
Dividend  to  Premium  Ratio 


1.23 

1.21 

1.14 

1.03 

0.92 

3.34 

3.30 

3.42 

3.24 

3.00 

102.64% 

105.23% 

109.47% 

107.17% 

105.69% 

2.64% 

2.36% 

TBD 

TBD 

TBD 

•  Rat/OS  prior  to  any  dividend  declaration 


Balance  Sheet 


Total  Assets 


$801,824 


$869,119 


$953,296 


$1,042,412  $1,138,037 


Total  Liabilities  and  Surplus 


Unpaid  Loss  and  Loss  Adj.  Exp. 

511.558 

578,942 

644.079 

703,822 

761,568 

Other  Liabilities 

141.912 

119,645 

1 20.8 1 8 

121,558 

122,471 

Total  Liabilities 

$653,470 

$698,587 

$764,897 

$825,380 

$884,039 

Surplus 

$148,354 

$170,532 

$188,399 

$217,032 

$253,998 

$801,824 


$869.1  19 


$953,296 


$1,042,412  $1,138,037 
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